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June 25, 2003

To Our Shareholders, Customers, Partners and-Employees,

“After the most difficult year of our company’s history, I remain very optimistic about our future.”
Those of you who have tracked Onyx will note that T opened last year’s letter with a similar statement. As
it was, 2002 and early 2003 were even more difficult than 2001.

I believe that we can and should perform better in the future than our recent results suggest. We are
positively differentiated from our competition in a large market. We’ve positioned Onyx to benefit from
disruptive internet technology and adjusted to changing market conditions. Our distribution system has
been expanded to include a select group of top-tier integrators. Our approach emphasizes segments where
Onyx attributes provide strategic advantages.

While significantly lowering costs, we have protected the unique combination of Onyx technology and
touch that makes our customers successful. Recently, we’ve seen momentum in recognition of these
capabilities that buoys my continued optimism. This year’s letter shares some of the independent third-
party opinions that reinforce our key differentiators and provide the foundation for improved performance.

Onyx offers visionary CRM technology — Years ago we were early to offer a single application that
provides broad CRM functionality across the enterprise. Today, we are innovating Embedded CRM — a
leading web services-based approach and flexible business model that enables Onyx partners to deliver
CRM tailored to specific customer segments and needs. Here’s what leading industry researchers have said
about this important (and growing) segment of our business:

[Onyx] was one of the earliest vendors to support Web services, long before it was clear that this
was the future for CRM applications. This foresight caused many enterprises to reconsider the Onyx
solution. — Source: Scott Nelson, VP & Research Director, Gartner — Vendor Rating: Onyx Starts

. Selling to Large Enterprises, January 7, 2003, VDR-18-6697

.. the new sofiware delivery strategy helps distinguish [Onyx] from other mid-market vendors,
according to an AMR Research report authored by analyst Joanie Rufo. She noted that Onyx is
" offering its partners multiple options in embedding its technology. They can deliver Onyx CRM as a
hosted product, or use it as a foundation for an overall integrated application for industry-specific
business processes. They also have the option of embedding selected Onyx CRM components directly
into another system via Web services.

“The approach lets Onyx continue to be an application company while pushing into new verticals
and new business opportunities that it doesn’t otherwise have the capacity or domain expertise to
pursue,” the report said. — Source: CRMDaily, March 26, 2003

Onyx has demonstrated the ability to execute — Onyx culture strives for professionalism every time
we touch the customer, and has been recognized for delivering customer success even in an industry where
the majority of projects are at least partial failures. As the experts put it:

CRM vendor Onyx Software is known best for its high customer satisfaction ratings. According to
a recent study by Peerstone Research, for example, 91 percent of Onyx customers would choose them
again. — Source: Destination CRM, March 13, 2003 '

* From a customer standpoint, most companies using Onyx’s applications for marketing, sales, and
service — generally those with fewer than 500 end users — were able to take a full, integrated suite
approach to CRM; linking the activities of the three areas .. All of the companies that we ralked to were
successful and some reported dramatic reductions in the cost t6 manage customer data. They also said
that Onyx support staff is exceptionally responsive. — Source: AMR Research, February 24, 2002



Based on evaluation of completeness of vision and ability to execute, Onyx Software.achieved Leader
placement in Gartner's CRM Suites for midsize businesses (MSBs) Magic North America ‘téport.* The
‘report — pubhshed ‘by Gartner,-Inc. on April 4, 2003 — evaluated and positioned eighteen vendors in the
MSB customer relatlonshlp management market. Onyx is one of only three CRM vendors included in both
the midsize business and 1arge enterprise Magic Quadrant reports and the only vendor of the threg fo'be .
listed in the leader quadrant for MSBs. According to Gartner, Leaders are vendors who are performing "
well today, have a, cjea: v151on of market direction and are actively building competencies to sustain their
leadership posmon’m “hé market.

Onyx is built to last — In today’s tight economy, customers are demanding efficient and successful .
CRM deployments. Our long-standing model of lower-cost, successful deployments stands in stark contrast
to the industry leader, and positions us to benefit from these critical purchasing trends.

Onyx has successfully completed several multi-year transformations that have led to new marketing
and sales approaches. Several years ago we initiated a re-architecture that led to the release of Onyx
Employee Portal (OEP) 4.0 in May of last year — establishing our reputation for elegant architecture of
unmatched scalability in the CRM arena. With the delivery of OEP 4.5 in the first quarter of 2003, we
believe that our web functionality and usability are now industry leading as well.

We have also transitioned beyond the limitations of our traditional mid-market sweet spot with an
expanded presence in the large enterprise market. While successful in over 100 standard industrial
classifications, Onyx is delivering focused vertical offerings to the promising segments of financial services,
healthcare and government. Our ability to sell solutions to targeted customers will only get better with the
maturing of a team that is largely new in 2003 — even compared to a few years ago. '

Finally, we’ve made substantial changes in our partnering distribution model that shift emphasis to top
tier integrators. And we’ve focused these relationships on select segments and strategic marketing
approaches where the Onyx web architecture can provide inherent advantages for the customer, partner
and Onyx. For example, IBM Global Services selected Onyx CRM for its eBusiness On Demand 1n1tlat1ve
targeting small to medium businesses. Deloitte & Touche is already having success with eShop, a

customized Onyx CRM offering targeted to the needs of governments.

Beyond having a complete vision and doing right by customers, Onyx has done what it takes to -
manage through some exceptionally tough business situations. In January of this year, Onyx negotiated
agreements that eliminate the vast majority of the company’s excess facilities. More recently, Onyx began
to enact cost-reductions expected to bring total quarterly costs and expenses toward $15 million. In May,
Onyx raised $3 million through a private placement designed to enhance financial strength and customer
confidence. A major external shareholder, board members, executive management and related parties all
made direct investments in Onyx’s common stock from their own funds. We believe these actions help
assure that Onyx will weather the stormy environment.

When the clouds break, our future is very bright indeed.

Sincerely,

BRENT R. FREI
Chief Executive Officer and
Chairman of the Board.

* The Magic Quadrant is copyrighted in 2003 by Gartner, Inc. and is reused with permission. Gartner’s permission to print or
reference its Magic Quadrant should not be deemed to be an endorsement of any company or product depicted in the quadrant.
The Magic Quadrant is Gartner’s opinion and is an analytical representation of a marketplace at and for a specific time period. It
measures vendors against Gartner-defined criteria for a marketplace. The positioning of vendors within a Magic Quadrant is based
on the complex interplay of many factors. Gartner does not advise enterprises to select only those firms in the Leaders segment. In
some situations, firms in the Visionary, Challenger, or Niche Player segments may be the right match for an enterprise’s
rcqmrcments Well-informed vendor selection decisions should rely on more than a Magic Quadrant. Gartner research is intended
to be one of many information sources including other published information and direct analyst interaction. Gartner expressly
disclaims all warranties, express or implied of fitness of this research for a particular purpose. :
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"PARTI

Our disclosure and analysis in this report contain forward-looking statements, which provide our current
expectations or forecasts of future events. Forward- -looking statements in this report include, without limitation:

¢ information concernmg possible or assumed future results of operauons trends in financial results and
business plans, including those relating to earnings growth and revenue growth;

*.statements about the level of our costs and operating expenses relatlve to our revenues, and about the
expected composmon of our revenues;

* statements about our future capital requirements and the sufficiency of our cash, cash equivalents,
mvestments and available bank borrowings to meet these requirements;

. mformatxon about the anticipated release dates of new products,
*  other statements about our plans, objectives, expectations and intentiops;.and

~» other statements that are not historical facts.
Words such as “believes,” “anticipates” and “intends” may identify forward-looking statements, but the
absence of these words does not necessarily mean that a statement is not forward-looking. Forward-looking
statements are subject to known and unknown risks and uncertainties and are based on potentially inaccurate.
assumptions that could cause actual results to differ materially from those expected or implied by the forward-
looking statements. Our actual results could differ materially from those anticipated in the forward-looking
statements for many réasons, including the factors described in the section entitled “Important Factors That May
Affect Our Business, Our Results of Opetations and Our Stock Price” in this report. Other factors besides those
described in this report could also affect actual results. You should carefully consider the factors described in the -
section entitled “Important Factors That May Affect Our Business, Our Results of Operations and Our Stock
Prxce in evaluating our forward-looking statéments.

“You should not unduly rely on these forward-looking statements, which speak only as of the date of this
report. We undertake no obligation to publicly revise any forward-looking statement to reflect circumstances or -
events after the date of this report, or to reflect the occurrence of unanticipated events. You should, however,
review the factors and risks we describe in the reports we file from time to time with the Securities and Exchange
Commission, or SEC.

ITEM 1. BUSINESS
Overview

Onyx Software Corporation is a leading provider of enterprise-wide customer relationship management, or
CRM, solutions designed to promote strategic business improvement and revenue growth by enhancing the way
businesses market, sell and service their products. We focus on our customers’ success as the prime criterion for
how we judge our own success. Using the Internet in combination with traditional forms of interaction, including
phone, mail, fax and e-mail, our solution helps enterprises to more effectively acquire, manage and maintain
customer, partner and other relationships. We market our solution to companies that want to merge new, online
business processes with traditional business processes to enhance their customer-facing operations, such as
marketing, sales, customer service and technical support. Our solution is Internet-based, which means companies
can take advantage of lower costs and faster deployment associated with accessing CRM software with a simple
browser. Our solution uses a single data model across all customer interactions, allowing for a single repository
for all marketing, sales and service information. It is fully integrated across all customer-facing departments and
interaction media. Our solution is designed to be easy to use, widely accessible, rapidly deployable, scalable,
flexible, customizable and reliable, which can result in a comparatively low total cost of ownership and rap1d
return on investment.



Our integrated product family allows enterprises to automate the customer lifecycle across the entire
enterprise instead of automating only individual departments. We target mid- to large-sized organizations and
divisions of Fortune 1000 companies, marketing and selling our software and services through a direct sales
force as well as through value-added resellers, or VARs, and vertical service providers, or VSPs. Our Internet-
based solution can be easily implemented and flexibly configured to address an enterprise’s specific business
needs. We believe our solution provides broad functionality that enables our customers to compete more
effectively in today’s intensely competitive and dynamic businéss environment.

Our principal executive offices are located at 1100—112t% Avenue N.E., Suite 100, Bellevue, Washington
98004-4504. We were incorporated in Washington in 1994, We make available on our website, free of charge,
copies of our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act
of 1934, as soon as reasonably practicable after filing or furnishing the information to:the SEC. The Internet
address for the information is http://www.onyx.com/investors/sec.asp. You may also inspect and copy the
documents that we have filed with the SEC, at prescribed rates, at the SEC’s Public Reference Room at 450 Fifth
Street, N.W., Washington, D.C. 20549. You may obtain information regarding the operation of the Public
Reference Room by calling the SEC at 1-800-SEC-0330. In addition, the SEC maintains a Web site that contains
reports, proxy and information statements and other information regarding issuers that file with the SEC at
http://www.sec.gov.

Industry Background

In recent years, an increasing number of enterprises have sought to use technology to improve their
interactions with their customers. Many of these enterprises have implemented CRM software systems to
automate their customer-facing departments. The market for CRM systems, however, has changed substantially
in the last several years. In the early 1990s, software vendors addressed the CRM market by delivering systems
designed specifically for individual departments. For example, some vendors delivered systems for customer
service or support, some for help desk, some for sales-force automation, and some for marketing intelligence.
These systems effectively automated the single department at which they were targeted, but the companies that
used them often were left with the difficult task of integrating disparate customer information spread across these
separate systems to get a complete view of their relationship with each customer.

When we delivered our first products in 1994, we were one of the few vendors to offer a single system for
all customer-facing departments. Since 1995, there has been significant consolidation within the market, with
many of the single-department vendors being acquired or acquiring complementary vendors so that, in
combination, they could offer a more complete CRM solution. These solutions, however, remain limited in their
ability to distribute and share information. Moreover, the significant customization that some of these
applications require creates inconsistencies in deployments across the installed base, thereby limiting the ablhty
of third parties to develop integrated technologies for these products. As a result, most of these vendors are still
largely single-department software vendors. In addition to consolidation among the CRM vendors, enterprise
resource planning, or ERP, vendors have also entered the CRM market with their own technology or by acquiring
CRM companies.

We believe that, with the wide proliferation of the Internet over the last several years, an increasing number
of customers, partners, distributors and suppliers want to employ Web-enabled solutions in their operations; that
is, they want to use the Internet as a means of conducting business. Traditional businesses are responding to this
desire by deploying Internet- and e-mail-based interaction systems for their customer-facing departments. To
address these new demands, an increasing number of vendors are entering the CRM market with Web-based
systems designed to automate Internet- and e-mail-based customer interactions. Like the CRM vendors of the
early 1990s, these new vendors typically offer solutions that automate only one department. In addition, these
new solutions typically have been designed to handle only Internet- or e-mail-based communication rather than
more traditional forms of communication, such as phone, mail, fax or personal interaction. We believe that
companies adopting these new applications face a significant integration challenge to get a comprehensive view
of their business relationships. They are required to integrate data from multiple departmental applications and to

2




integrate data collected from the Internet or e-mail with separate data collected by phone, mail, fax or in person.
The appropriate deployment of CRM technologies to manage multiple revenue streams is also a challenge. Onyx
has developed a Web-enabled solution that spans all customer-facing departments.

With this convergence of traditional businesses interacting online and e-businesses interacting by traditional
means, we believe there is a strong opportunity for an enterprise-wide CRM solution that automates and
integrates Internet, e-mail and traditional interactions across all customer-facing departments.

Our solution is designed for companies that are combining e-business communication with traditional
business. We believe that our ability to align and integrate strategy with enabling CRM technologies will provide
an enhanced solution for clients looking to acquire a competitive advantage in their marketplace.

Advantages of the Onyx Solution

We believe that organizations will achieve competitive advantage by aligning their brand, strategy,
processes and technology to deliver extraordinary customer experiences. The Onyx solution is designed to
promote strategic business improvement and revenue growth for our customers by enhancing the way they
market, sell and service their products, both directly and through partners. The Onyx solution combines sales
strategy with strong business processes and leading-edge technology to deliver a comprehensive CRM operating
environment tailored to the specific business needs of each customer. We believe our solution enables our
customers to compete more effectively in today’s intensely competitive and dynamic business environment,
which may result in increased revenue, greater efficiencies, higher customer loyalty, stronger partnerships and
superior financial performance for our customers.

Our solution provides the following key advantages:

Strategic Business Improvement . ... ... Our solution is designed to increase both the effectiveness and the
efficiency of how our customers market and sell their products and
service their customers and partners. Each of our customers has
specific business objectives for its CRM operating environment, such
as increased revenues, increased customer satisfaction and loyalty or
increased margins. We tailor our implementations and create
appropriate operating metrics to help our customers achieve their
goals and deliver extraordinary customer experiences.

Business Alignment . ................ Qur solution aligns all customer-facing departments around a
common sales and marketing strategy and around holistic customer
relationships. Onyx’s integrated solution gives organizations the
ability to manage the entire customer lifecycle from end to end, rather
than simply automating departmental functions. We use integrated
workflow and an integrated data model that, unlike traditional
customer interaction software, such as sales-force automation
software or other point solutions, provide a single repository of
marketing, service and sales information throughout the organization.

Business Integration . ............... Our solution enables companies to integrate their Internet-based
initiatives with traditional forms of relationship management so they -
can utilize the Internet in the way that they believe is most effective
for their business. This flexibility makes our solution attractive to
customers that vary widely in their approach to combining traditional
and electronic interactions with their customers and partners.

Rapid Deployment . ................. From strategy development to technology implementation, our
: solution is designed to be rapidly deployable throughout the
enterprise so companies can quickly adapt to rapid changes in the
business environment:
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EaseofUse ...............c....... Our solution facilitates consistent communication and collaboration
. across the organization through clearly defined and customized
operating procedures and a suite of easy-to-use interfaces. Interfaces
and processes can be tailored by audience, device and skill level. We
have won users’ choice awards for leading ease of use.

Return on Investment . . .............. * The total cost of deploying a CRM solution includes more than the
cost of the software. Our solution is designed to provide rapid and
significant results at a reasonable total expense. As a result, we
believe our solution offers higher overall return on investment and
faster payback than other CRM solutions. Our design philosophy
takes the entire cost of ownership into account, including training,
integration with other systems, upgrades and maintenance, hardware
and other necessary support.

Scalability and Flexibility ............ We designed our software so that it can scale up and down to serve
the needs of large and small businesses. Studies sponsored by us and
run in scalability labs showed our solution’s ability to scale to 57,000
simultaneous users in a real-world testing environment. A CRM
solution needs to be able to scale down as well so that it can handle
the needs of smaller divisions or other smaller groups within a large
enterprise. Our software is flexible, scalable and widely deployable
across a wide spectrum of business sizes. We currently have solutions
deployed that range from 25 seats to 5,000 seats.

Internet Architecture . ............... We have developed our software using an Internet architecture that
provides users with a comprehensive Internet interface for managing
customer and partner relationships. The Internet interface gives our
customers and partners more flexibility for integrating additional
applications and for deploying the system across a larger and more
distributed workforce than would be possible with traditional client-
server architectures.

Web Services Components ........... We have taken advantage of our Internet architecture and its Web

‘ ' services components to expose data and processes from within our
application to make it easier for other software applications to access
them, even if they are written in a different programming language.
We believe this technology approach, which we call Embedded CRM,
allows us to address a broader array of industry-specific and user-
specific needs by diversifying the form our software can take. Our
software utilizes extensible markup language, or XML, making it
easy to integrate with other systems.

Strategy

Our objective is to be the leading provider of entérprise-wide CRM solutions for mid- and large-sized
organizations. Our strategy to achieve this goal includes the following key elements:

Exploit Demand for Integrated CRM
Applications .. ................... We offer companies a single platform for automating both Internet-
based and traditional types of customer interactions. It becomes more
important to integrate these two channels of interaction as traditional
businesses go online and e-businesses add traditional infrastructure to
support growing customer bases.
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Provide Rapidly Deployable

Solutions .........0.....

Pursue VSP Delivery Model . .

Leverage Embedded CRM

Capabilities . .......... ..

We designed our solution to be quickly and efficiently adopted,
installed and deployed in mid- to large-sized organizations. We
believe the length of time it takes to deploy traditional CRM solutions

. and the high cost of deployment are unacceptable to growing numbers

Maintain Industry-Leading Customer

Satisfaction .............

Expand Strategic Partnerships

of organizations. Competitive pressures encourage organizations of
all sizes to adopt information technology solutions that are quickly
deployed, meet business-critical needs and provide interfaces that
minimize user training and facilitate incremental upgrades, extensions
and scalability. We plan to continue to design our products to
maintain low total cost of ownership.

We have a strong presence in the emerging VSP market. VSPs will
typically use components of our software embedded within their
existing vertical solutions or configure specialized versions of our
products to serve potential customers in specific market segments and
in many cases, host the solution for customers over the Internet with
guaranteed service-level agreements. This model is well suited for
companies with limited information technology or capital resources,
as well as for those companies who need only a subset of our
technology.

Our Embedded CRM capabilities allow us to offer subsets of CRM
functionality, as well as the full suite, and to provide more cost-
effective, industry-specific delivery options. We offer three models to
partners: Onyx Embedded CRM as CRM components, where we offer
our CRM suite as autonomous functional components; Onyx
Embedded CRM as an application framework, where the full Onyx

. CRM suite and technology platform enable the integration of one or

more applications to create a new application; and Onyx Embedded
CRM in an application stack, where the full Onyx CRM suite is
offered as one of a number of hosted offerings. We have already
begun working with several companies to deliver Embedded CRM to
their respective customers, including IBM, Metavante and Reuters.

We plan to maintain industry-leading customer satisfaction through
high-quality products, superior implementation and responsive
customer service and support. Our position as a leader in customer
satisfaction was highlighted in two recent analyst reports. An AMR
Research report published in December 2002 reported: “Out of all the
vendors in the study, Onyx’s customers were the most satisfied with
their vendor’s employees — the account management and customer
support team that they deal with most often.” Further, a report from -
Peerstone Research published in January 2003 reported: “Given the

choice, 91% of Onyx customers would choose Onyx again; only 50% -

of Siebel customers would do the same.”

We are actively adding key distribution, integration and technology

. partners on a worldwide basis. We believe that expanding the quality

of our partnerships will provide us with increased access to various
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geographic and vertical markets and potential customers. We are
targeting companies which have established customer bases and
proven expertise in their respective markets. Key to our partnering
strategy is our Embedded CRM technology, which allows partners to
. embed components of our CRM solution as Web services within their

, o own offerings. In addition to traditional VARs, which might tailor a
standard. version of the Onyx solution for a specific market,
Embedded CRM partners select specific functional components of
our solution and embed them into the workflow of their own non-
CRM applications. We have entered into several Embedded CRM
partnerships and have a team dedicated to developing and supporting
more such partnerships in 2003.

Expand Internationally .............. Our products are localized in 12 languages and we are compliant with
Unicode, an industry-wide standard that enables companies to use
multi-lingual text in a single data base, at all three levels of our
architecture. Our products are currently installed and operational in

- more than 23 countries. We plan to expand our global operations by
investing in our sales channels in major international markets,

Increase Vertical Market Penetration ... We plan to design and deliver additional industry-specific
functionality as part of our software to better meet the requirements of
specific vertical markets. We believe industry-specific capabilities
can give us an advantage over competitors. We are initially focusing
on the financial services, healthcare and high-technology industries,

-as well as selected geographies in what we perceive to be the growing
government market.

Offer Go-to-Market Strategy
Consulting .. :................... .We believe our customers must clearly understand their CRM
. strategies to effectively implement a CRM solution. We provide sales
and marketing strategy consulting to complement our solution.

Products and Services

Our CRM solution enables companies to manage their customer relationships through one integrated,
enterprise-wide technology platform. Users of our solution, including employees in sales, marketing, service and.
support, as well as customers and partners, can access the system through a variety of software interfaces and
hardware devices.

Products

We offer a comprehensive CRM solution consisting of a core e-Business Engine and three audience-specific
portals: the Onyx Employee Portal, the Onyx Partner Portal and the Onyx Customer Portal. We also offer a
number of complementary products that work in combination with the portals. This Internet technology platform
enables our customers to combine CRM capabilities, content from other enterprise systems and the Internet to
manage all aspects of their customer relationships through our products’ core capabilities, as well as through
links to peripheral enterprise-based and Internet-based applications. The platform also enables a high degree of
flexibility in tailoring our product to meet an individual customer’s specific business needs.

The Onyx e-Business Engine is the backbone of our solution, and enables companies to manage customer
relationships across departments. Our e-Business Engine can be divided into four key elements: the Universal
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Interface Framework, the e-Business Process Technology, the e-Business Data Center and the e-Business
Integration Framework. These four elements in combmatxon enable customers to deploy enterprise-class CRM
systems in a scalable and extensible fashion:

*  The Universal Interface Framework enables enterprises to deliver customer data to multiple user
communities through a variety of offline and online interfaces, including Windows-based clients,
Internet-based clients, Outiook-based clients and handheld devices.

s The e-Business Process Technology manages the flow of information and process through all customer-
facing departments, including marketing, sales and service organizations. The e-Business Process
Technology is responsible for CRM activity, including list management, marketing campaign execution,
e-mail marketing, marketing collateral distribution, lead management, sales process management,
forecasting, quote generation, reporting, service automation, knowledge management, incident
escalation and routing, workflow management, Internet-based qualification, e-mail support, Internet-
based lead capture, Internet-based support, partner management and other Internet-based and non-
Internet-based customer management processes.

«  The e-Business Data Center is an enterprise-wide, customer-centric solution for managing all customer-
related information. The e-Business Data Center consists of multiple data storage structures, including a
transactional data structure, a reporting/analytics data structure and a content distribution data structure.

"« The e-Business Integration Framework consists of multiple integration technologies that are designed to
enable customers to link our e-Business Engine with other systems, including Internet-based content,
Internet-based applications, legacy ERP and accounting applications, computer telephony solutions,
reporting applications, commerce solutions and desktop productivity applications.

Onyx Employee Portal is a personalizable Internet-based interface designed for use by our customers’
employees. The Onyx Employee Portal can be configured for multiple internal teams, such as marketing, sales,
service and management, and is designed to provide the applications and content they require. In addition to
providing access to the Onyx solution, end users can access third-party content and applications from within the
Onyx Employee Portal.

Onyx Partner Portal is a personalizable Internet-based interface designed for use by partners of our
customers. The Onyx Partner Portal includes a broad set of capabilities that are designed to enable companies
and their partners to share information regarding prospects, customers, marketing, sales and service to better
serve customers. This product also provides a strong security model for controlling partner access to customer
information.

Onyx Customer Portal is a personalizable Intemet-based interface designed for use by customers of our
customers. The Onyx Customer Portal includes a broad set of capabilities that enable companies to interact with
their customers online, including areas such as literature fulfillment, on-line profiling, lead capture, customer self
help, in¢ident management and profile management. The Onyx Customer Portal can be integrated with
commerce platforms, such as IBM Websphere and Microsoft Commerce Server.

We typically price our core applications on a per-user basis with varying price points, depending on the
amount of functionality being purchased. There is also a platform fee that varies depending on the number of
users licensed to use the platform database server. In addition, we offer several products that complement our
core offerings. The pricing structures for these complementary products vary from flat fees to server-based
pricing to per-user fees, or some combination of such fees.




Professional Services

In addition to the products described above, we also prov1de consultmg, customer support and trammg
services as follows:

Consulting . ....................... We offer our customers high-quality consulting services, including

’ * business process reengineering, change management, systems
integration, configuration, data conversion, installation and project
management. We work closely with our customers to identify their
individual business needs and tailor our solution to these needs in an
efficient, cost-effective manner. We provide ongoing business

{ consulting to help our.customers optimize the use of our system over
time.

Customer Support . ................. We have implemented a comprehensive customer support program to
‘ assist customers who use our products and to identify, analyze and

solve any problems that may result from that use. The support
program includes e-mail support, on-line support via the Internet and
telephone support from our four worldwide support centers. In
addition, we offer a premium support program that aillows our
customers to contact our support centers around the world seven days
a week, 24 hours a day

Training ............. . . «...... Weoffer a number of educational classes regarding the
implementation and administration of our solution, including end-user
training and in-depth technical training.

Go-to-Market Strategy Consulting . . . . .. Through our strategic services team, we provide sales and marketing
strategy services in advance of implementing our software. We can
also provide go-to-market and strategic account management training,
coaching and skills assessment services. Much of this training is
supported by tools in our software solutions.

We typically price our consulting services based on the time spent and resources used or, in certain
instances, fix the price for discrete portions of an engagement. We price our support programs as a percentage of
the software license fee plus additional amounts for premium support services. We price training services on a
per-class basis. We price strategic services either on a fixed-project basis or on a time-spent-and-resources-used
basis, depending on the type of engagement.

We have established a number of relationships with systems integrators for implementing our software. We
have conducted joint implementation projects with Accenture, Avanade (an Accenture/Microsoft partnership),
Crowe-Chizek, Deloitte & Touche, DMR Consulting, Fujitsu, IBM Global Services, Metavante, Philips Business
Communications, TietoEnator and Umsys We frequently participate in joint sales and marketing efforts with our

systems integrators.

Onjrx Technology
Internet-Based Architecture

The Onyx Internet Architecture is built with Internet technologies designed to deliver the superior
accessibility and manageability required for large-scale CRM deployments. This multi-tier architectural approach
has enabled us to deliver thin-client, portal-based offerings that target internal front-office employees (Onyx
Employee Portal), as well as external customers and partners (Onyx Customer Portal and Onyx Partner Portal).
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With the Onyx Employee Portal, front-office employees can access customer information anytime and anywhere
they have a secure Internet connection via their Web browser. Relevant functionality and information is
consolidated in a single interface for sales, marketing, service and support users.

XML Integration Framework

The Onyx e-Business Engine delivers enterprise-class integration through a data-driven, component-based
architecture that manages data natively as XML and leverages XML for customization and integration. This
XML integration approach allows our software to integrate directly with other enterprise-class systems and
leading middleware products through COM, CORBA or Web Services. Such flexibility enables the Onyx portal
suite to act as the foundation and single interface for managing mission-critical customer and partner
relationships. Simultaneously, this approach reduces the complexity and cost of integration processes associated
with non-XML-based, proprietary architectures.

Enterpnse Class Platform

We believe that our CRM platform provides the exten31b1hty, scalability and flexibility required by large,
enterprise-class organizations and high-end systems integrators seeking to create value-added, vertically focused
solutions for their customers. The Onyx platform is an interface-independent platform that provides enterprise-
wide front-office capabilities to the Onyx portal suite and to audience-specific and industry-specific interfaces.
Through highly extensible, data-driven business services, the Onyx platform lets customers and partners align
and adapt their CRM solution to meet their unique business objectives. Partners and customers can adapt existing
functionality and create new functionality by leveraging the object-level infrastructure delivered within the
platform. Through platform optimization, stateless operation, and caching services, the Onyx e-Business Engine
is also designed to scale up to meet the needs of even the largest and most demanding organizations. Onyx has
benchmarked its application suite at over 57,000 concurrent users simulating multiple operating environments.
Finally, the customization and integration framework in the Onyx e-Business Engine provides flexibility for
building business rules, workflow and integration components, which gives organizations the ability to customize
© our products to meet complex business requirements.

Our products are based on standard Internet technologies and the emerging .NET architectures and use
industry-standard, low-cost modular components. We believe this combination of technology and flexible design
enables us to offer an attractive combination of reliability, performance, scalability, integration and low total cost
of ownership. Key aspects of our technology that enable us to provide a robust CRM solution are as follows:

Support for Multiple Platforms. The Onyx portal applications and application server are currently
optimized for the Microsoft Windows Server platform. The Onyx Enterprise Database can be deployed on the
SQL Server or Oracle database running on Sun Solaris or IBM AIX. Onyx introduced suppost for the Oracle
database in June 2002 and offers continued support for both the SQL server and the Oracle database with the
most recent release of the product line in January 2003. We plan to further expand beyond the currently
supported platforms, which will give customers a broader selection of platforms to choose from in intranet,
extranet and Internet environments over local and wide-area network environments. With regard to multi-
platform development, we do not code to the Jowest common denominator in support of multiple platforms;
rather, we maximize code reuse while leveraging vendor-specific language extensions to optimize for operating
systems and relational database engines. This approach will allow us to introduce new product features
simultaneously across the various operating systems and relational database engines that we choose to support.

n-tiered Architecture. Qur software consists of a relationship-centric, integrated data model surrounded by
a set of configurable business logic and presentation objects. This architecture uses multiple tiers to deliver a
balance between configurability, performance and administration. The logical tiers are presentation services, or
user interfaces, business logic services, or business rules, and data services, or data storage and retrieval. All
application tiers can be deployed on a single server or separated among different machines, which allows
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customers to deploy a physical server topology that aligns with their needs. All tiers can be customized, and
customizations can be preserved during system upgrades.

Configuration. To adapt to rapidly changing business needs, our software solution architecture offers
broad customization at all tiers:

*  Presentation Services Tier. Our Internet-based portal interface can be customized by leveraging our
graphical administration tools and the inherent openness, extensibility and customizability of Internet
- forms architecture.

*  Business Logic Services Tier. Our application’s business logic can be customized via a suite of
graphical administration tools coupled with an open programmatic customization framework. The
graphical administration tools allow customers to easily model business terminology, processes,
workflow and security. For more complex customizations, customers are not limited to graphical user
interface administration tools; they can also use market-available development tools to extend the
application. Our customization framework provides an industry-standard development environment in
which complex processes and rules can be modeled. Business terminology, rules, workflows and
security models are inherited by alternative client interfaces.

*  Data Services Tier. ~Our software application includes a generic data access integration framework that

" can be used to manage data residing inside or outside the standard Onyx e-Business Data Center. By
using this service and the forms customization framework, the Onyx e-Business Engine can manage
information that extends beyond core CRM.

Integration With Other Enterprise Applications. Through our e-Business Integration Framework, Onyx
supports integration at all tiers of the n-tier architecture: presentation services, business logic services and data
services. This enables our software and other third-party applications to integrate at the optimal interface point,
which provides a high degree of flexibility. The Onyx e-Business Integration Framework enables integration with
third-party or legacy systems via batch, real-time, peer-to-peer or enterprise application integration. Data from
third-party or legacy systems can be managed through the Onyx e-Business Engine, which offers employees a
real-time view of enterprise information without requiring redundant storage of information in multiple
databases. These interfaces are object-based and allow bi-directional integration between our products and other
business applications.

‘Real-Time Synchronization Architecture. Real-time synchronization architecture creates a mobile user’s
data snapshot as a replica of the enterprise database upon completion of synchronization between the mobile
client and the enterprise database. In addition, our architecture provides error detection and recovery by
automatically restarting the data synchronization process at the point of failure should a connectivity link fail.
Our synchronization system also provides configurable data conflict resolution algorithms and enables
synchronization to be performed without user intervention or attention.

Integrated Data Model. Our solution includes a relationship-centric, integrated data model. Every task,
form, campaign, opportunity management form, forecasting tool and any other feature can be interrelated at any
time within the application. This fundamental part of the architecture allows any relationship information to be
shared with any other part of the organization and ensures that every user within an organization can have access
to the same data. This data model also provides flexibility to add to or modify the apphcatlon as the needs of the
enterprise change over time.

Multiple Interface Support. Due to the architectural design-enabling integration in front of the business
rules, the Onyx Universal Interface Framework supports multiple interfaces, including Windows desktop
applications, Web applications and personal digital assistants.

Standards-Based Tools and Components. Our application’s integration interfaces and administration tools
are built on open, published, industry-standard tools and technologies. :
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Cross-Platform Interoperability.  Although the Onyx e-Business Engine is built on Microsoft standard

technologies, it can integrate with applications running on disparate platforms, such as a J2EE-based application
server. S .

Customers and Markets

We target mid- to large-sized businesses and divisions of Fortune 500 companies in a wide variety of
industries: We believe that these enterprises have a strong need to move quickly and deliver increasing levels of
customer service through both e-business and traditional channels, and that they are deploying new technologies
as a competitive advantage. We have licensed our products to 932 customers through December 31, 2002. The

following is a representative list of our current customers who purchased more than $200,000 in software
licenses from January 1, 2001 to December 31, 2002.

Technology

-Agile Software
Clearswift
FactSet Research Systems
Internet Security Systems

. Interwoven

" Intraspect Software

Legato
Netegrity
Softbank Commerce |
Timberline Software.
Witness Systerms

Financial Services

Dreyfus . i
Fisher Investments Inc.
Meilon Bank

PIMCO Advisors

Reuters -

RHB Bank Berhad

Riggs Bank

SAFECO Life & Investments
Saxon Mortgage

State Street Global Advisors
Strong Financial Corporation
Suncorp Metway

Sales and Marketing

Health Care & Insurance
Dentegra Group

Farm Bureau
Haemonetics

~IMS Health

Ingenix

Kyorin Pharmaceutical Co.
Medical Defence Union
Medical Staffing Network

. UPMC Health Plan

Utilities

Calor Gas

Clean Harbors
Environmental Services.
Duke Energy

Manufacturing

Foster Wheeler

Gemplus Support
Technology Lab

Paccar Parts

PerkinElmer Life Sciences
Reed Construction Data
Ryland Group

Telecommunications,
Application Service
Providers & Vertical Service
Providers

Metavante

NTL Group

Sonera Juxto -

StarHub Cable Vision

Other

Airborne Express

Amway Korea

Business Post

Camelot PLC

Connect Austria

Ontario Lottery and Gaming
Reed Exhibition

Transworld Systems

Turner Sports

We market and sell our software and services through a direct sales force, as well as through our VARs. We -
have direct sales offices in the United States, Australia, Germany, Hong Kong, Japan, Malaysia, Singapore and
the United Kingdom, and VARs in North America, Asia, Australia, Europe and Latin America. As of
December 31, 2002, we employed 131 people in sales and marketing. We support our field sales force with
inside sales representatives and sales engineers.

VARs complement our direct sales effort in many of our markets. Our VARs typically sell our software in
conjunction with their implementation services. Some also provide the first line of technical support for the

customer.
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We also distribute software through a network of VSPs, which host our software to customers within a
specific vertical industry over the Internet, typically on a subscription basis. This model is well suited for
companies with limited information technology resources, capital resources or time necessary for implementing
our system internally. VSPs offer varying levels of managed services from simple system administration
operations to complete business consulting services.

Our marketing programs are focused on lead generation and brand awareness. Direct marketing programs
are targeted at key executives such as chief executive officers and chief information officers, as well as vice
presidents of sales, service and marketing.

To support our direct and indirect sales channels, we have sponsored a series of joint seminars, including
Internet-based seminars, with key customers and partners, such as Microsoft, and premier systems integration
partners, such as IBM Global Services. Our marketing personnel engage in a variety of marketing activities,
including managing and maintaining the Onyx Web site, conducting targeted direct-mail campaigns, placing
advertisements, presenting at industry conferences and trade shows, conducting public relations programs and
establishing and maintaining relationships with recognized industry analysts.

Our sales process consists of several phases: lead generation, initial contact, lead qualification, needs
assessment, enterprise overview, product demonstration, proposal generation and contract negotiation. Our sales
cycle is lengthy and variable, typically ranging between six and eighteen months, although it varies substantlally
from customer to customer, and occassionally sales require substantially more time.

We have a network of VARs which market, sell and install our systems in their respective markets. We
collaborate with our VARSs in a variety of areas, including seminars, trade shows and conferences. In some
markets, our VARs also create market-specific collateral and product demonstrations and assist in localizing our
products and related documentation.

We typically enter into buy-sell contracts with VARs pursuant to which they purchase our products with a
right to resell the products to end users, subject to Onyx’s standard licensing terms. The VARs do not have a
right to return the product, regardless of their ability to resell the product to an end user. In addition, our revenues
from the sale of our products to VARs are independent of the VARs’ ability to colle¢t payment from an end user.
We typically do not grant exclusive sales territories to our VARs, but may do so if a proposed distribution
transaction merits such an arrangement.

We typically license our products to VSPs pursuant to contracts under which they may mclude our products
as part of their subscription-based services offered over the Internet.

Research and Development

As of December 31, 2002, we employed 88 people in research and development. Our research and
development expenses for 2002 were $14.7 million, as compared to $22.0 million in 2001 and $21.0 million in
2000. Our research and development team is responsible for designing, developing and releasing our products.
The group is organized into four disciplines: development, quality assurance, documentation and program -
management. Members from each of these disciplines, along with a product manager from our marketing
department, form separate product teams that work closely with sales, marketing and professional services
members, and with customers and prospective customers to better understand market needs and requirements.
We also use third-party development firms to expand the capacity and technical expertise of our internal research
and development team. Additionally, we sometimes license third-party technology that is incorporated into our
products. ' We believe this approach significantly shortens our time to market without compromising our
competitive position or product quality. Therefore, we expect to continue to draw on third-party resources in the
foreseeable future.
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We have a well-defined software development methodology that we believe allows us to deliver products
that satisfy real business needs and meet commercial quality expectations. This methodology is based on the
following key components:

¢ specification and review of business requirements, functional requirements, prototypes, technical
designs, test plans and documentation plans; ' »

* iterative, scheduled quality assurance of code and documentation;

 frequent stabilization of product;

+ test automation definition, instrumentation and execution;

* test of functions, components, systems, integration, performance, stress and internationalization;
»  full product regression testing before beta or general availability releases;

* trial deployments in an internal production environment prior to release;

. 'extemal beta releases; and ‘

* - genera] availability release of English and localized products.

We emphasize quality assurance throughout the software development life cycle. We believe that strong
emphasis placed on analysis and design early in the project life cycle reduces the number and costs of defects
that may be found in later stages. Our development methodology focuses on delivery of product to an
international market, which enables localization into multiple languages from a single code base.

Intellectual Property and Other Proprietary Rights

To protect our proprietary rights, we rely primarily on a combination of copyright, trade secret and
trademark laws, confidentiality agreements with employees and third parties, and protective contractual
provisions such as those contained in license agreements with consultants, vendors and customers, although we
have not signed these agreements in every case. Despite our efforts to protect our proprietary rights, unauthorized
parties may copy aspects of our products and obtain and use information that we regard as proprietary. Other
parties may breach confidentiality agreements and other protective contracts we have entered into, and we may
not become aware of, or have adequate remedies in the event of, any breach.

“Onyx,” “Onyx Web Wizards,” “Customer Center,” “Customer Center-Unplugged” and “Total Customer
Management” are our registered trademarks in the United States. “Onyx” is also our registered trademark in a
number of international jurisdictions. All other trademarks or service marks appearing in this report are
trademarks or service marks of the respective companies that use them. We have registered copyrights in the
United States for “Onyx Enterprise Portal” and “Onyx Customer Center.”

We pursue the registration of some trademarks and service marks in the United States and in other countries,
but we have not secured registration of all our marks. In addition, the laws of some foreign countries do not
protect our proprietary rights to the same extent as do the laws of the United States, and effective copyright,
trademark and trade secret protection may not be available in other jurisdictions. A significant portion of our
marks include the word “Onyx.” Other companies use “Onyx” in their marks alone or in combination with other
words, and we cannot prevent all third-party uses of the word “Onyx.” We license trademark rights to third
parties. The licensees may not abide by compliance and quality control guidelines with respect to the licensed
trademark rights and may take actions that fail to adequately protect these marks, which would have a negative
impact on the value of these rights and our use of them in our business.

Competition

Our solution targets the CRM systems market. This market is intensely competitive, fragmented, rapidly
changing and significantly affected by new product introductions. We believe that we compete effectively as a

N
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result of our integrated, relationship-centric, rapidly deployable, Internet-enabled systems and our commitment to
providing high-quality solutions that yield a rapid return on investment and a low total cost of ownership.

The dominant competitor in our industry is Siebel Systems, Inc., which holds a significantly greater
percentage of the CRM market than we do. We face competition in the CRM systems market primarily from
* front-office software application vendors, such as Pivotal Corporation and Siebel Systems, Inc.,

* large enterprise software vendors, such as Amdocs Limited, Oracle Corporation, SAP AG and
PeopleSoft, Inc., and

* our potential customers’ information technology departments Wthh may seek to develop proprietary

systems.

In addition, because we offer extensive e-business capabilities, we also face competition from other
software application vendors such as Kana Communications, Inc., E.piphany and Broadvision, Inc. Microsoft
recently released its first version of a CRM product targeting small to medium businesses. As a result, we may
also in the future compete with Microsoft. Further, as we develop new products, including new product versions,
we may begin competing with companies with whom we have not previously competed.

Employees

As of December 31, 2002, we had 403 employees, mc]udmg 88 people in research and development 131
people in sales and marketing, 123 people in consulting, customer support and training and 61 people in general
and administrative services. These numbers exclude independent contractors and other temporary employees.

Important Factors That May Affect Our Busmess, Our Results of Operatlons and Our Stock Prlce
Our operatmg results ﬂuctuate and could fall below expectations of mvestors, resulting in a decrease in
our stock price.

Our operating results have varied widely in the past, and we expect that they‘w'ill continue to fluctuate in the
future. If our operating results fall below the expectations of investors, it could result in a decrease in our stock
price. Some of the factors that could affect the amount and timing of our revenue and related expenses and cause
our operating results to fluctuate include:

» general economic conditions, which may affect our customers’ capital investment levels in management
information systems and the timing of their purchases;

* rate of market acceptance of our CRM solution;
* budget and spending decisions by our prospective and existing customers;

* customers’ and prospects’ decisions to defer orders or implementations, particularly large orders or
implementations, from one quarter to the next, or to proceed with smaller-than-forecasted orders or
implementations; . <

* level of purchases by our existing customers, including additional license and maintenance revenues;
*our ability to enable our products to operate on multiple platforms;
*  our ability to compete in the highly competitive CRM market;

* the loss of any key technical, sales, customer support or management personnel and the timing of any
new hires;

« our ability to develop, introduce and market new products-and product versions on a timely basis;
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* variability in the mix of our license versus service revenue, the mix of our direct versus indirect license
revenue and the mix of services that we perform versus those performed by third-party service
providers; :

¢ our ability to successfully expand our operations, and the amount and timing of expenditures related to
this expansion; and

¢ the cost and financial accounting effects of any acquisitions of companies or complementary
technologies that we may complete.

As a result of all of these factors, we cannot predict our revenue with any significant degree of certainty, and
future product revenue may differ from historical patterns. It is particularly difficult to predict the timing or
amount of our license revenue because:

* our sales cycles are lengthy and variable, typically ranging between six and eighteen months from our
initial contact with a potential customer to the signing of a license agreement, although the sales cycle
varies substantially from customer to customer, and occassionally sales require substantially more time;

* asubstantial portion of our sales are completed at the end of the quarter and, as a result, a substantial
portion of our license revenue is recognized in the last month of a quarter, and often in the jast weeks or
days of a quarter;

.+ inrecent quarters, the contracting process of our sales cycle has taken more time than we have
historically experienced;

* the amount of unfulfilled orders for our products at the beginning of a quarter is small because our
products are typically shipped shortly after orders are received; and

+ delay of new product releases can result in a customer’s decision to delay execution of a contract or, for
contracts that include the new release as an element of the contract, will result in deferral of revenue
recognition until such release.

Even though our revenue is difficult to predict, we base our decisions regarding our operating expenses on
anticipated revenue trends. Many of our expenses are relatively fixed, and we cannot quickly reduce spending if
our revenue is lower than expected. As a result, revenue shortfalls could result in significantly lower income or
greater loss than anticipated for any given period, which could result in a decrease in our stock price.

Economic conditions could adversely affect our revenue growth and ability to forecast revenue.

Our revenue growth and potential for profitability depend on the overall demand for CRM software and
services. Because our sales are primarily to corporate customers, we are also impacted by general economic and
business conditions. A softening of demand for computer software caused by the weakened economy, both
domestic and international, has affected our sales and may continue to result in decreased revenue and growth
rates. When economic conditions weaken, sales cycles for software products tend to lengthen, and, as a result, we
experienced longer sales cycle in 2001 and 2002. We expect to continue to experience longer sales cycles than
usual in 2003. As a result of the economic downturn, we have also experienced and may continue to experience
difficulties in collecting outstanding receivables from our customers. In addition, the terrorist attacks on the
United States on September 11, 2001, the armed conflict that followed, and the threat of additional potential
conflicts have added or exacerbated economic, political and other uncertainties, which could adversely affect our
sales and thus our revenue growth. The uncertainty currently surrounding military action in Iraq, in particular,
could have a significant impact on our revenues. In particular, with the current economic uncertainties and their
impact on our business in the current quarter to date, we may well experience revenues that are lower than those
reported in the fourth quarter of 2002. As a consequence, we would likely further restructure our operations to
lower our future break-even point and preserve our cash.

Our management team uses our software to identify, track and forecast future revenue, backlog and trends in
our business. Our sales force monitors the status of all proposals, such as the date when they estimate that a
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transaction will close and the potential dollar amount of such sale. We aggregate these estimates regularly in
order to generate a sales pipeline and then evaluate the pipeline at various times to look for trends in our
business. While this pipeline analysis provides us with visibility about our potential customers and the associated
revenue for budgeting and planning purposes, these pipeline estimates may not consistently correlate to revenue
in a particular quarter or over a longer period of time. The slowdown in the domestic and international
econormies, as well as the effects of terrorist activity and actual and threatened armed conflict, may continue to
cause customer purchasing decisions to be delayed, reduced in amount or cancelled, which could reduce the rate
of conversion of the pipeline into contracts during a particular period of time. In particular, as a result of the
economic slowdown, we believe that a number of our potential customers may delay or cancel their purchase of
our software, consulting services or customer support services or may elect to develop their own CRM solution
or solutions. A variation in the pipeline or in the conversion of the pipeline into contracts could adversely affect
our business and operating results. In addition, because a substantial portion of our sales are completed at the end
of the quarter, and often in the last weeks or days of a quarter, we may be unable to adjust our cost structure in
response to a variation in the conversion of the pipeline into contracts in a timely manner, which could adversely
affect our business and operating results. We have also recently experienced a trend of smaller initial orders by
new purchasers of our software. Some customers are reluctant to make large purchases before they have had the
opportunity to observe how our software performs in their organization, and have opted instead to make their
planned purchase in stages. Additional purchases, if any, may follow only if the software performs as expected.
We believe that this is a symptom of poor economic conditions, lack of successful deployments by competitors
and increasing risk adversity among our customers. To the extent that this trend continues, it will impact the pace
of our revenue flow, and could also result in a reduction of the total amount of revenue over time.

Fluctuations in support and service revenue could decrease our total revenue or decrease our gross
margins, which could cause a decrease in our stock price.

During 2001 and 2002, our support and service revenue represented a higher percentage of our total revenue
than in past periods, which negatively impacted our gross margins. To the extent that this trend continues, our
gross margins will continue to suffer. Support and service revenue represented 38% of our total revenue in 2000.
Due largely to the decrease in license revenue in 2001 and 2002, support and service revenue represented 61% of
our total revenue in 2001 and 67% of our total revenue in 2002. We anticipate that support and service revenue
will continue to represent a significant percentage of total revenue. Because support and service revenue has
lower gross margins than license revenue, a continued increase in the percentage of total revenue represented by
support and service revenue or a further decrease in license revenue, as we experienced in 2001 and 2002, could
have a detrimental effect on our overall gross margins and thus on our operating results. Our support and service
revenue is subject to a number of risks. First, we subcontract some of our consulting, customer support and
training services to third-party service providers. Third-party contract revenue generally carries even lower gross
margins than our service business overall. As a result, our support and service revenue and related margins may
vary from period to period, depending on the mix of these third-party contract revenues. Second, support and
service revenue depends in part on ongoing renewals of support contracts by our customers, some of which may
not renew their support contracts. The renewal rates of our support contracts declined during 2001 and 2002. We |
believe this occurred at least in part as a result of the economic downturn, and we cannot offer any assurance that
these rates will increase or that they will not continue to decline. Finally, support and service revenue could
decline further if customers select third-party service providers to install and service our products more
frequently than they have in the past. If support and service revenue is lower than anticipated, our operating
results could fall below the expectations of investors, which could result in a decrease in our stock price.

Our operating results may fluctuate seasonally, and these fluctuations may cause our stock price to
decrease.

Our stock price may decrease due to seasonal fluctuations in our revenue. We have experienced and expect
in the future to.experience significant seasonality in the amount of our software license revenue. In fiscal years
before 2001, we recognized more license revenue in our fourth quarter than in each of the first three quarters of
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the fiscal year and experienced lower license revenue in the first quarter than in the preceding fourth quarter. We
believe that these fluctuations are caused in part by customer buying patterns and the efforts of our direct sales
force to meet or exceed fiscal year-end quotas. Our fourth quarter 2001 revenue was, however, lower than the
revenue we achieved in the first and second quarters of 2001, and was only slightly higher than the revenue we
achieved in the third quarter of 2001. Similarly, our fourth quarter 2002 revenue was lower than the revenue we
achieved in the second and third quarters of 2002. We believe that this deviation from our historical experience
reflects recessionary economic conditions, and that in the current economic environment the approval process for
capital spending will be lengthy. We experienced delays in the customer procurement process throughout 2002,
which caused our seasonal sales to vary from the historical pattern. These delays may contmue in 2003 or
beyond, before we return to the seasonal patterns described above.

We have a limited operating history and are subject to the risks of new enterprises.

We commenced operations in February 1994 and commercially released the first version of our ﬁagship
product in December 1994. Accordingly, we have a limited operating history, and we face all of the nsks and
uncertamtles encountered by early-stage companies. These risks and uncertamtres 1nc1ude

*  no history of sustained profitability; -
* uncertain growth in the market for, and uncertain market acceptance of, our solution;
* reliance on one product family,

* the risk that competition, technological change or evolving customer preferences, such as preferences
for different computing platforms, could harm sales of our solution;

++ the need to implement our sales, marketmg and after- sales service initiatives, both domestically and
internationally; ‘

+  the need to execute our product development activities;

« dependence on a hmrted number of key technical, custoiner support, sales and managerial personnel;
- and . :

. ' the risk that our management will be unable to effectively manage growth, a downturn or any
acquisition we may undertake

The evolving nature of the CRM market increases these risks and uncertainties. Our limited operating
history makes it difficult to predict how our business will develop.

We have incurred losses in recent penods, and may not agam achieve profitablhty, which could cause a
decrease in our stock price.

If we do not return to profitability in future quarters, our stock price could decrease. We incurred net losses
in each quarter from Onyx’s inception through the third quarter of 1994, from the first quarter of 1997 through
the second quarter of 1999, and from the first quarter of 2000 through the fourth quarter of 2002. As of
December 31, 2002, we had an accumulated deficit of $122.1 million. Our accumulated deficit and financial
condition have caused some of our potential customers to question our viability, which we believe has in tum .
hampered our ability to sell some of our products

In the near-term, we believe our costs and operating expenses, excludmg restructuring-related charges will
continue to decrease to a level that is closer to our expected revenue while allowing us to continue to invest in
our strategic priorities. We may not, however, realize cost savings from these restructuring initiatives in future
periods. In addition, we may be unable to achieve cost savings without adversely affecting our business and
operating results. We may continue to experience losses and negative cash flows in the near term, even if sales of
our products and services continue to grow.
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In recent periods, our joint venture with Softbank Investment Corporation and Prime Systems Corporation,
which is called Onyx Software Co., Ltd., or Onyx Japan, has incurred. substantial losses. The minority
shareholders’ capital account balance in Onyx Japan as of December 31, 2002 was $237,000. Additional Onyx -
Japan losses above approximately $564,000 in the aggregate will be absorbed 100% by Onyx, as compared to
58% in prior periods, which could 1mpact our ability to achleve proﬁtabxhty in future periods.

Finally, we may need to 51gn1ﬁcantly increase our sales and marketmg, product development and
professional services efforts to expand our market position and further increase acceptance of our products. We -
may not be able to increase our revenues sufficiently to keep pace with these growing expenditures, if at all, and,
as a result, may be unable to achieve or maintain profitability in the future.

If we are unable to compete successfully in the highly competitive CRM market, our business'will fail.

Our solution targets the CRM market. This market is intensely competitive, fragmented, rapidly changing
and significantly affected by new product introductions. We face competition in the CRM market primarily from
front-office software application vendors, large enterprise software vendors and our potential customers’

. information technology departmerits, which may seek to develop proprietary CRM systems. The dominant
competitor in our industry is Siebel Systems, Inc., which holds a significantly greater percentage of the CRM
market than we do. Other companies with which we compete include, but are not limited to, Amdocs Limited,
BroadVision, Inc., E.piphany, Inc., Kana Communications, Inc., Oracle Corporation, PeopleSoft, Inc., Pivotal
Corporation and SAP AG. Microsoft Corporation recently released its version of a new CRM product. As a
result, we may also in the future compete with Microsoft.

In addition, as we develop new products, including new product versions operating on new platforms, we
may begin competing with companies with whom we have not previously competed. It is also possible that new
competitors will enter the market. In 2002, we experienced an increase in competitive pressures in our market,
which has resulted in enhanced pricing competition among our competitors. A continued increase in competitive
pressures in our market or our failure to compete effectively may result in pricing reductions, reduced gross
margins and less of market share. Many of our competitors have longer operating histories, greater. name
recognition, larger customer bases and significantly greater financial, technical, marketing and other resources
than we do. Furthermore, we believe that there may be ongoing consolidation among our competitors. As a
result, they may be able to adapt more quickly to new technologies and customer needs, devote greater resources
to promoting or selling their products and services, initiate and withstand substantial price competition, take
advantage of acquisition or other strategic opportunities more readily or develop and expand their product and
service offerings more quickly than we can. In addition, our competitors may form strategic relationships with
each other and with other companies in attempts to compete more successfully against us. These relationships
may take the form of strategic investments, joint marketing agreements, licenses or other contractual
arrangements, any of which may increase our competitors’ ability, relative to ours, to address customer needs
with their software and service offerings and that may enable them to rapidly increase their market share.

If we do not retam our key employees and management team, and mtegr_ate our new semor management
personnel, our ability to execute our business strategy. will be limited.

Qur future performance will depend largely on the efforts and abilities of our key-technical, sales, customer
support and managerial personnel and on our ability to attract and retain them. In addition, our ability to execute
our business strategy will depend on our ability to recruit additional experienced management personnel and to
retain our existing executive officers. The competition for qualified personnel in the computer software and
technology markets is particularly intense. We have in the past experienced difficulty in hiring qualified
technical, sales, customer support and managerial personnel, and we may. be unable to attract and retain such
personnel in the future. In addition, due to the intense competition for qualified employees, we may be required
to increase the level of compensation paid to existing and new employees, which could materially increase our
operating expenses. Our key employees are not obligated to continue their employment with us and could leave
at any time.
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The market price of our common stock has fluctuated substantially since our initial public offering in
February 1999. Consequently, potential employees may perceive our equity incentives such as stock options as
less attractive, and current employees whose options are no longer priced below market value may choose not to
remain employed by us. In that case, our ability to attract or retain employees will be adversely affected.

In October 2002, we eliminated the role of our President and Chief Operating Officer and we do not plan to
hire a replacement for this position in the near term. In addition, we hired a new Senior Vice President of the
Americas in April 2002, three new‘regional sales managers during the second quarter of 2002, a new Chief
Marketing Officer in July 2002 and a new Vice President of Asia in October 2002. The restructuring of the
management of our sales organization following the departure of our President and Chief Operating Officer and
integration of these new sales officers and key employees may result in some disruption in our sales activities.

We may be unable to obtain the funding necessary to support the expansion of our business, and any
funding we do obtain could dilute our shareholders’ ownership interest in Onyx.

Our future revenue may be insufficient to support the expenses of our operations, capital needs of Onyx
Japan and the expansion of our business. We may therefore need additional equity or debt capital to finance our
operations,. If we are unable to generate sufficient cash flow from operations or to obtain funds through additional

financing, we may have to reduce our development and sales and marketing efforts and limit the expansion of our
business. :

We currently have a loan and security agreement with Silicon Valley Bank, or SVB, that allows us to
borrow up to the lesser of (a) 75% of our eligible accounts receivable based on a borrowing base calculation and
(b) $15.0 million. At the time of this filing, however, no additional amounts are available under the line of credit
based on the Jevel of our borrowing base and our outstanding letters of credit. As of the date of this filing, we are
in the process of renewing our.loan and security agreement with SVB-and expect the agreement to be renewed
prior to March 31, 2003 with terms that are acceptable to us. If, however, we are unable to negotiate a new
agreement with terms acceptable to us, we are unable to maintain compliance with our covenants in the future, or
if SVB decides to restrict our cash deposits, our liquidity would be further limited and our business, financial
condition and operating results could be materially harmed.

We recently announced that we had restructured our lease for our principal business offices to reduce our
excess facilities obligations. The termination of these excess facilities commitments is contingent upon the
following conditions, among others, being met as of April 30, 2004: (a) we are current in our